Abstract. The paper concentrates on determination of prerequisites for the
Introduction
In many countries economic policy for attracting FDI became a priority. Although a number of recent papers show that the effect of FDI on economic growth is not unambiguous. Mainstream economic literature recognizes various direct and indirect effects of FDI on economic growth. Besides, economic research recognizes possible negative consequences of FDI. This paper undertakes empirical investigation to determine the effect of various socio-economic indicators on ability of FDI to foster economic growth.
Modelling the impact of fdi of economic growth
Analysis of foreign direct investments effect on economic growth is made complicated due to a number of direct and indirect effects of foreign direct investments on economic growth (Dunning 2008 , Gorodnichenko 2007 , Mencinger 2003 , 2008 . Negative effects include e.g.: FDI may not lead to accumulation of grossed fixed capital, it may lead to import substitution for locally produced goods, lead to deterioration of tax revenues to state budget due to transfer pricing and tax optimization schemes, etc. Aiming at detection most important factors for positive FDI effect on economic growth, we produced a model for estimation on data obtained from Economist Intelligence Unit and World Economic Forum -"Global Competitiveness Report". Our model is as follows:
where, it y -log of real GDP per capital at purchasing power parity; 1 − it klagged ratio of grossed fixed capital formation to GDP (in percent), lag is taken as it shows increase in fixed capital over the last year to be used in the production for the current year; We grouped countries by each pillar for "weak", "average" and "high". Then dummy variables were constructed for "weak" and "high" countries for each pillar. These dummy-variables were interacted with FDI in order to capture their influence on usefulness of FDI for economic growth. Novelty of this approach is its abilityu to determine the conditions, which are most favorable for positive effect of FDI on economic growth. The combined database is characterized by small number of time periods and comparatively large number of countries. Probably, the best method to analyze such a database is linear generalized method of moments (GMM) by Arellano-Bover/Blundell-Bond (Roodman 2006 ). This methodology allows for obtaining unbiased and efficient parameters of a model with correlation between dependent variable and its past realizations and explanatory variables not being strictly exogenous. We estimated 13 model specifications -a simple one (without inclusion socio-economic components/pillars), as well as twelve models with inclusion of the pillars -separate model for each pillar. Lagged values of all variables were used as instruments, according to the methodology of the GMM approach. Statistically significant estimation results are summarized in table 1. 
Conclusion
According to the estimation results, 4 out of 12 socio-economic indicators were found significant as prerequisites for effective utilization of FDI: Institutions, Infrastructure, Macroeconomic stability, Health and primary education. Statistically insignificant coefficients were obtained for the other pillars probably not because of the absence of their effect on FDI and GDP, but due to small number of time periods, also probably because for the purpose of this investigation pillars do not sufficiently capture the underlying social and economic phenomenon. Hence, we plan an investigation with a higher number of time-periods and with a deeper analysis of social and economic factors to shed more light on the issue under study.
